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@ The second Annual Business Leadership Lecture 


The Compact Car Revolution— 
A Case History in Consumerism 


I. The Third Revolution 


The automobile industry stands on the 
edge of a major revolution that will result 
in repercussions in design, manufacturing, 
marketing—and in fact every aspect of the 
business. It is the third major revolution in a 
business whose course has been largely evolu- 
tionary. The first major force felt by the 
industry was Henry Ford’s emphasis on pro- 
ducing low cost bare transportation for masses 
of people. The second resulted from General 
Motors’ superior recognition of the automobile 
as a status symbol. The third is the movement 
of the automobile into an era of greater func- 
tionalism. 

This change was inevitable, since the 
American automobiles were traveling down 
three dead-end roads—greater size, greater 
horsepower, and exaggerated styling obso- 
lescence. The success of the American Motors’ 
approach with the Rambler hastened the revo- 
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lution and touched off the explosion that is 
beginning to reverberate. Rambler success, in 
turn, was based on a sober evaluation of con- 
sumer needs. As a case history, the story of 
the Rambler over the past few years serves 
as a good example of what can happen when 
the consumer is not properly considered and 
what can happen when he is. 


II. On the Brink of Disaster 


In 1954, when American Motors was formed, 
its predecessor companies had been experi- 
menting for about ten years on new car 
design concepts. The Rambler was first intro- 
duced in 1950. It was the result of an inten- 
sive study of car types and the conviction of 
George Mason that while a smaller car would 
have a good market in this country, it could 
not be a simply scaled-down big car. Nor 
could it have the hard-ride, cramped passenger 
compartment, and austeriety of the smaller 
foreign cars of the period. We therefore started 
from scratch and evolved the concept of a car 
that would have the comfort and _ interior 
spaciousness of the American cars without 
their excessive exterior sheetmetal, and pro- 
viding the handling ease and operational econ- 
omy of the European cars. The Rambler was 
modestly successful but not to the extent that 
it would provide the volume required in com- 
petition with the automotive giants. It was an 
“extra” car in the company line and it was 
not given major sales attention. 

By 1954, however, it appeared that the 
process of death without new life in the auto- 
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mobile industry was going to continue still 
further. With the merger of Nash and Hudson 
and Studebaker and Packard, the industry 
was now down to five companies and there 
was considerable belief that it would soon 
be down to three. At this point we were 
manufacturing big cars that were almost iden- 
tical in concept with the highly similar Big 
Three cars. In this respect we had very little 
to offer the consumer except some different 
name plates. We had something unique in the 
Rambler as a product and as a concept but 
it was alone and virtually unknown. Its po- 
tential market seemed slender. Only 114% per 
cent of the U.S. automobile market in 1954 
was going to the smaller and compact cars, 
including the Rambler and all foreign imports. 

Our share of the big car field was shrinking 
and it was very clear to us that we were very 
close to being squeezed out of the automobile 
business. We recognized that our success 
should be based on the consumer verdict and 
we had to find a way to win it. It was in the 
public interest that we succeed, but we had no 
intention of seeking any kind of public aid, 
government subsidy or otherwise. 


III. Our Survival Questions 


In the light of our belief in the fundamental 
importance of a company surviving only be- 
cause of a favorable consumer verdict, and in 
no other way, we asked ourselves, how can 
we best serve the consumer? Then, secondly, 
how can we let him know? 

One of the things we felt had become quite 
characteristic of the automobile business was 
the tendency of the industry to look more at 
each other than at the consumer. It had gotten 
to the point where even the juvenile experts 
of car identification were becoming hard 
pressed. Identity came so close in this period 
that the industry was resorting to three and 
four-tone color combinations to achieve some 
degree of product differentiation. While the 
industry was busy aping itself, the consumer 
was largely lost sight of. He had become 
primarily a mass statistic. And in some circles 
of the business, there was a disposition to be- 


lieve—on those occasions when the consunna 
came to mind—that the industry knew better 
what the consumer wanted than the consumer 
did himself. | 

Actually, there had been a great change 
taking place in the status of the consumer, 
It wasn’t until comparatively recent years 
that he was in a position to be able truly to 
make his views felt in the marketplace. When 
there was a choice, he traditionally could, 
select between two or more products of rela- , 
tively equal value. However, only a relatively 
small portion of the population had discre- 
tionary buying power beyond the necessities 
of life. With the general rise in income and 
the improved distribution of wealth, the con- 
sumer became a force that now could really. 
express itself in the selection of product. 

We decided that our only avenue of success 
lay in recognizing the position and needs of 
the consumer and that we had to point our 
entire future in that direction. 


IV. The First Evaluation 


Our first question had to be, what does the 
consumer need? 

There was a great deal of dramatic evidence 
that the consumer was making wholesale 
changes in his way of life. His opportunity to 
do this was due largely to his improved in- 
come status and also to the fact that the 
automobile gave him an unprecedented mo- 
bility. 

We all saw the social regrouping that began 
to take place with constantly accelerating 
speed. Soon after the wartime shortages were ° 
eased, Americans began to move out of the 
cramped cities by the millions and relocate 
their homes, their schools, churches, recreation 
centers, shopping centers—all on the basis of 
individual personal mobility for nearly every 
member of the family. This meant a sharp | 
increase in the use of automobiles and in the 
number of automobiles owned by individual 
families. The number of trips increased, the 
average mileage per trip decreased, and the 
average occupancy per car decreased. Mean- 
while, while the degree of car use was on the ' 
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rise, the cost of living further increased the 
cost of automobile ownership and main- 
tenance. 

Now at the same time this was taking 
place, traffic congestion and parking problems 
were growing and becoming two of the biggest 
headaches of every well populated area. 

At the same time, we noted the presence 
of an additional new force that had to be 
considered and evaluated—the rise of new 
competing desires. For years the family car 
had provided the most important symbol of 
status. As new or reasonably new cars be- 
came available to larger numbers of people 
and as the “low price” cars grew in luxury, 
and using a fancy automobile to express social 
prestige lost its punch, the search for status 
moved in other directions, such as boats, 
swimming pools, better education for the chil- 
dren, winter vacations, trips abroad and so on. 

Now, continuing our evaluation of the con- 
sumer at the time of our crisis, we next asked 
the question, does the present American auto- 
mobile adequately meet the new needs of the 
consumer? 

We looked at the car, in the face of grow- 
ing traffic congestion, critical parking prob- 
lems, increased operational costs, a drop in 
symbol status—and saw that car designs had 
moved irrationally in exactly the opposite 
direction of true needs. They continued to get 
longer, wider, more powerful, more expensive 
and more ostentatious, accentuating problems 
instead of meeting them. 

These things seem obvious to us today as 
we look back, yet even the surveys denied 
them then. Everything seemed to point to 
the fact that the cars that were taking 9814 
per cent of the market were what the people 
needed and wanted. When we first started to 
call attention to these trends some years ago, 
we received very little comment except deri- 
sive ones. 

When we were convinced that the consumer 
needed and wanted something other than what 
he was getting, we next had to ask ourselves 
this question: Could we buck the existing 
industry trend with slender budgets, low ac- 
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ceptance, against tremendous advertising and 
purchasing power and an established position 
in the public mind? If it could be accom- 
plished, it would take two or three years, we 
were certain—could we last? 

We came to two conclusions: First, moving 
directly toward consumer needs was our one 
opportunity for success and, second, if we 
could grasp it, it was a tremendous oppor- 
tunity. 


V. Preparation for Opportunity 


As we stood facing the 1955 model year, 
we knew that we had to concentrate our at- 
tack on the market and that we could not 
long continue with a double standard of con- 
cept. We decided to throw our major emphasis 
on the Rambler and attempt to develop it 
into our basic volume car. We knew this 
would require at least two years and that a 
great deal of work was involved in this effort 
alone, not to speak of the fact that we were 
still engaged in meshing the companies that 
had been merged into American Motors. 

One of our first jobs was reorganization, 
both internally and in our national organiza- 
tion. Close on the heels of this was the neces- 
sity to begin immediately to sell our own 
people on the fact that the Rambler had 
volume potential. Our sales department didn’t 
believe it, our field organization didn’t believe 
it, and our dealers didn’t believe it. We made 
changes in our sales department and put a 
man who believed in the Rambler at the head 
of it and then we began an intensive face-to- 
face selling job with our organization from 
one end of the country to the other. 

Our next big task was to grasp public 
attention. We spoke out as bluntly and force- 
fully as we could. We converted our adver- 
tising from fluffy claims to logic and news 
and facts. We coaxed help from cartoonists, 
editorialists, and others. We tried to dramatize 
the situation as much as we could. One of our 
earliest speeches was entitled the “Dinosaur 
in the Driveway.” It was illustrated with 
original cartoons lampooning big cars and 
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many of these cartoons served as the basis 
for hundreds of others that began to appear. 


VI. Our Handful of Polished Stones 


Among our advantages as we attempted to 
carry our story to the consumer was that we 
had a handful of reasonably young, hungry 
men, who had a respectful attitude toward 
change and a conviction that the Rambler 
concept was soundly based. 

Also, on our side was reason. What we were 
proposing had the virtue of common sense. 
We were able to discuss the consumers’ needs 
in terms that were immediately clear to those 
who listened. We were able to discuss the 
advantages of compact design, of unit con- 
struction, of handling ease, of motoring econ- 
omy, with logic. I don’t believe any other 
company ever had so much reason on its 
side and we endeavored to make the maximum 
use of this fact. Automotive advertising and 
publicity had become almost a game of claims 
and in many instances had long since left 
believability behind in an effort to persuade 
the buyer. 

In our approach to dealers, we were greatly 
aided by the position we took before Con- 
gressional committees investigating severe 
malpractices that reached an apex in the blitz 
sales year of 1955. In this instance, we were 
the tail that wagged the dog and dealers in 
general respondet| favorably to it. I think the 
idea began to créep into some dealers’ minds 
that if American Motors could lead the in- 
dustry in dealer relations and bend the entire 
industry, that possibly it might be able to do 
something of the same in product leadership. 

Another advantage we had was that we 
were standing face to face with a headstrong 
industry of imitators—and while we were up 
against the most powerful competition in the 
business world, essentially, we had only one 
concept to beat. We were in a position of 
freshness and flexibility against the fixed 
position that is nearly always the result of 
entrenched success. 

And we had pronounced product advan- 
tages. Compactness made sense. Moreover, we 
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were far ahead of the industry in modern 
engineering design, being the only American 
company that had applied aircraft principles 


to automobile construction. This not wa 


made it easier to employ the principles of 
compactness but it gave us a safer, stronger, 
lighter automobile, free from rattles and 
much more durable. Here again we were able 
to add to the fundamental logic of our ap- 
proach to the consumer. 


VII. Some Roadblocks 


We had problems. 
We were under severe financial pressure. 
Even our bankers had to be sold on our 


product story. And before we began to regis- | 
ter with the public, we were skirting danger- | 


ously close to our loan agreement limitation 
on minimum working capital. We had debts 
of nearly 90 million dollars and were faced 
with assured losses for some months ahead. 

We had the problem of lack of public con- 


fidence in the future of the company. There | 
was a reluctance to buy any automobile that | 


might become “an orphan.” 
As if things weren’t bad enough, Mr. Wolf- 
son, with his national reputation as a liqui- 


dator, emerged as our largest stockholder. 


Shortly after this, the well respected col- 
umnist, Sylvia Porter, virtually intoned our 
funeral oration in her nationally syndicated 
column. Premature burials of American Mo- 
tors became a regular occurrence. 

We knew of no way to meet these problems 
except head on. 


VIII. The Breakthrough 


In 1956, after a year and a half of strenu- 
ous effort, the small and compact cars were 
still accounting for only 2.4 per cent of the 
automobile market. This included foreign 
imports which were increasing at about the 
same rate as the Rambler and the Metropoli- 
tan. So you can see that the market, by the 
end of 1956, had only been dented. By 1957, 
however, our reorganization and concentration 
had been effected. The things we were saying 
began to register with the public. 


ichigan Business Res 


~ 


- 


fot 


Ul 


= 
ou 
sel 
su 
ag 
yo 
de 
| op 
to 
th 
be 
th 
tir 
a 
th 
au 
au 
wi 
ou 
of 
mz 
mé 
ing 
de’ 
Sti 
Sol 
Bi; 
Cal 
Tt 
sh; 
| thi 
ye 
= 


ern 
can 
nly 
of 
er, 
ind 
ble 


ap- 


re. 


; 


LY 


The frozen big car mentality in this country 
began to crack. We broke the ice for the 
foreign cars. We paved the way for them with 
our story and our product, but their success 
served also to augment ours. 

The breakthrough came in earnest in mid- 
’57 and from then on we began to enjoy the 
success of success. It is remarkable how much 
agreement with your logic you can win when 
you begin to be successful. Even some of the 
newsmen who had always been friendly, but 
more sympathetic with our plight than confi- 
dent of our future, tended to believe the 
opposition’s arguments that the public had 
to want bigger cars or they wouldn’t be buy- 
ing such a large proportion of them. It was 
then that we began to see an increasing num- 
ber of studies of how people were moving to 
the suburbs, how cars had actually been get- 
ting pretty big, how more compact cars made 
a lot of sense. 

But most important, the consumer in larger 
numbers began to become aware of the fact 
that he had a new freedom of choice in the 
automobile business and that he could buy 
automobiles that were designed specifically 
with his needs in mind. When this happened, 
our sales began to skyrocket. 


IX. What of the Future? 


Emerson said: “It is provided in the essence 
of things that every fruition of success, no 
matter what, is followed by something to 
make a still greater struggle necessary.” 

While Rambler sales are continuing to set 
new records, and we are currently outproduc- 
ing Imperial, Lincoln, Edsel, DeSoto, Thun- 
derbird, Chrysler, Dodge, Mercury, Cadillac, 
Studebaker, Buick, and Oldsmobile, there are 
some who are saying, “Yes, but wait till the 
Big Three come out with their compact cars.” 

We have too much basic excellence in our 
cars for the consumer to forget us so quickly. 
The volume cars of the Big Three have 
sharply increased their economy of operation 
through engineering changes during the past 
year or two, largely in direct response to the 
Rambler challenge. When the Big Three com- 
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pact cars come into the market, they will 
further increase the demand for Rambler 
values including the economy available to the 
consumer. Thus the Rambler drive will be 
directly responsible for the savings of millions 
of dollars for the American motorist. We are 
confident the movement of the Big Three 
into the compact field will help us to continue 
our growth. It will soon make the compact 
segment of the market the largest. It will 
confirm our judgment, and remind a lot of 
people the Big Three are not infallible in 
their judgment. 

I don’t believe too many people understand 
the fundamental nature of the revolution that 
is beginning. It goes much deeper than the 
influx of foreign cars or even the spectacular 
success of the Rambler in the past year. We 
are not facing just a modest enlargement of 
sales in the compact area but are at the end 
of one dramatic era in the automobile busi- 
ness and the beginning of another. 

In considering the volume of the automo- 
bile market as a whole during the coming 
decade, we may naturally expect to see it 
grow as our population and suburban living 
increases. But the most significant aspect of 
automobile volume in the years ahead, in my 
opinion, is that the most important growth 
segment is the compact car. I said last year 
that I expect the compact car to be taking at 
least 50 per cent of sales before the end of the 
1960’s. However, since the Big Three have 
now apparently decided to let car buyers 
determine the speed with which they will 
replace their big car output with smaller and 
more modern vehicles, the compact car mar- 
ket within two or three years should be a 
multi-billion dollar market with three or four 
million sales a year. 

The needs of the consumer in the coming 
decade will reflect intensification of the in- 
cipient trends we have observed in this 
decade. We have seen a sharpening and a 
broadening of consumer appetite. Their 
amount of disposable income is increasing 
and we can expect them to use it on a good 
many elements of successful living other than 
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a conspicuous automobile. We can speculate 
that the cars of the future may be run by 
electricity, gas turbines, or atomic steam en- 
gines. However, I think that it is less than 
speculative to assume that the cars of the 
1960’s will show much more attention being 
paid to the practical uses of an automobile. 
Such factors as economy, safety and dura- 
blity, handling ease are likely to leave mere 
ostentation far behind. I think it is also 
evident that styling obsolescence through 
change for change sake is going to give way 
to true progress in design. 

This new car era creates some big prob- 
lems for the Big Three. One of the first of 
their problems is that they have little incen- 
tive to develop the compact car market but 
are simply yielding to the inevitable. As far 
as they are concerned they are reluctant to 
further this revolution because the growth of 
compact car sales will take sales away from 
their existing lines. 

They will be handicapped by a split per- 
sonality in design, advertising, distribution, 
and management. 

Moving into the compact field will put 
pressure on all of their present lines. In 
bringing out cars that are new to them in 
concept, engineering and manufacturing pro- 
cesses, they will have to go through a period 
of new experience and everyone knows that 
there are a good many product and other 
difficulties to be overcome in such circum- 
stances. 

This will also be a period of penitence for 
them in which they will have to switch their 
pitch and take back some of the things they 
have said about smaller cars and some of the 
things they have said about larger cars. 

We run the gamut of the advantages in 
psychology, product, manufacturing, and dis- 
tribution. 

in the public eye we stand for something. 
American Motors is the leader in the new 
revolution: the Big Three are in the role of 
imitators and followers. The Rambler has 
acceptance; the anticipated Big Three Ram- 
bler-type cars will have to win acceptance 
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and their recent experience demonstrates that _ 


they don’t get this automatically. Rambler 
has an established market position, bulwarked 
by its product distinction and concept, high 
quality and top resale value. We’ve had a 
good success story in the past year but we’re 
still in the position of underdog and the 
American people have a tendency to pull for 
underdogs who’ve gotten up off the ground. 
The concept and standards have been es- 
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tablished. The Rambler is a proved product. | 


A large body of customers are selling others 
on its basic excellence. It has had nine years 
on the American road. 

We have had 20 years of experience in 
engineering and building cars with aircraft- 
type construction. We have a low break-even 
point. We'll reach optimum cost levels this 
summer before the Big Three are off the 
ground with their smaller cars. 

When they come into the picture and for 
some time thereafter there will be the prob- 
lem of big overhead and modest volume. Our 
break-even point can still be reduced to less 


than 125,000 cars a year. To give you an idea © 


of what volume means to the Big Three, Ford 
and Chrysler together sold 1,429,000 auto- 
mobiles in the first nine months of 1958 yet 
they lost more than $60,000,000 between 
them. In our last fiscal year ended September 
30, we sold a little more than a tenth that 
many cars (169,000) and made $26,000,000. 

Special methods are needed to build air- 
craft-type single unit construction—the as- 
sembly lines and feeder lines must be different. 


~ 


We’ve long since revamped our plants to — 


handle these requirements. The Big Three 
will have to go through the expense of this 
and a period of experience with new manu- 
facturing methods. 

Big Three compact cars will have a major 


impact on their present product programs. | 


With the introduction of new compact cars 
into their lines, the Big Three parts and com- 
ponents interchangeability picture will be- 
come more complex. The advanced engineer- 
ing of their compact cars will obsolete the 
body and frame design of their big cars. 
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In our approach, we will have the advan- 
tage of concentrating our efforts on a single 
concept; they’ll be split and we learned from 


our own experience in selling big cars and 


compact cars at the same time that it isn’t 
easy to talk out of both sides of your mouth. 
Our dealers and salesmen are and will be 
telling a single familiar story. 
Big Three advertising will be diffused, cov- 


ering a variety of product approaches, while 
ours will be concentrated. It is also significant 


that when the Big Three begin selling com- 
pact cars, the power of their advertising and 
merchandising will help tell our story for the 
first time instead of being directed against it. 
This will confirm our judgment and add fur- 
ther validity to our own advertising and 
merchandising efforts. 

We have a strong incentive to make the 
compact car market grow because that’s our 
market and we’re not trying for any other. 

Rambler has an established high trade-in 
value, which will be very helpful to us as 
our growing number of owners go back with 
trade-ins; on the other hand, the Big Three 
move will downgrade the trade-in values of 
their present lines. 

Finally, we have the advantage of standing 
for something, not only in product but in 
other areas of public interest. We have an 
organization that is enthusiastic about its job 
and has the encouragement of having achieved 
this spectacular success in the face of ad- 
versity. 


X. Consumerism 


Our economic system is still based on vest- 
ing ultimate power in the hands of consumers. 
They make the decisions that result in eco- 


nomic success, economic failure or economic 
mediocrity. Thus, our economic system, like 
our political system, is of the people, by the 
people and for the people. Consumers have 
been the chief beneficiaries of our economic 
activity, and they are the bosses of that 
activity. Consequently, since the system is 
fundamentally aimed at consumer benefit and 
direction, I believe we should describe it as 
a system of “consumerism” rather than “cap- 
italism.” The continuation of “consumerism” 
is in jeopardy as a result of excessive concen- 
tration of union and employer power. How- 
ever, this is a bigger story than the one you 
asked me to discuss. 

The American system is still basically con- 
sumeristic in that its productive effort is 
directed at meeting the needs and desires of 
the consumer, and in that the consumer in 
general exercises control over industrial activ- 
ity by his decisions in the marketplace. Both 
the owners and workers in any enterprise 
depend for their profits, salaries and wages on 
the favorable decisions of free customers. 
Thus the system is fundamentally aimed at 
consumer benefit, and since all of us are 
consumers, the direction of the system is 
ultimately vested in the greatest good for the 
greatest number as determined by all of us. 

The case history of Rambler is a story of 
consumerism. I believe Rambler success at 
once proves the need and advantage of vigor- 
ous competition between an adequate number 
of competitors in the automobile business, and 
of the need for primary recognition of the 
consumer’s role, and that, finally, it will focus 
further attention on the new status of the 
consumer, as a human being, as a citizen, as 
a force, instead of as a mass statistic. 


General Manager said his biggest problem was poor supervision in the plant... 
wanted his key people to have some formal training in supervision. Two were enrolled, 
and half way through the course they held a conference, compared notes, and decided 


that their boss needed the training more than they 
nally pay the enrollment fee if their boss 


explained their decision, and offered to 


did. mtacted the instructor, 


would attend. That’s the way they felt about things. Think it over! (no joke) 
Jots and Jolts, April, 1958, published by Dr. Hilton D. Shepherd, 
Fort Worth, Texas 
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@ The qualities that contribute to executive success, 
and how they may be developed 


Executive Development 


for Today’s Business 


ANY an American corporation finds its 
future in jeopardy today, not because of 
production problems or a lack of development 
capital, but because it cannot find the men to 
fill the highly-responsible, highly-paid jobs at 
the top level of its management. 

This unfulfilled demand for first-rank ex- 
ecutives is no respecter of industries in our 
economy. It is universal and it is critical. All 
too often it has been the story-behind-the- 
story of the old-line company that lived for 
generations and then failed; of the honored 
and long-familiar business name that disap- 
peared in a merger, and of the front-runner in 
share of market and annual sales who fell 
back, fatally. 

The problem of executive shortage is 
making industrial leadership history—never 
before has there been so much room at the 
top. Never before has there been so keen and 
anxious a search for men to become company 
presidents or to join the uppermost echelon 
of vice presidents who are partners with the 
president in the molding of a company’s 
broad policies and strategy. 

And the irony is, never before have so few 


About the Author— 


A native of Michigan and a graduate of this 
University (B.S. in Mechanical Engineering, 1931), 
Mr. Johnson is an associate of Boyden Associates, 
Inc., consultants to management on executive selec- 
tion. From 1931 to 1958, his career involved positions 
of increasing importance as an engineer and executive 
in manufacturing, interrupted from 1942 to 1946 by 
service as an officer in U.S. Army Ordnance. This 
paper was presented by Mr. Johnson at the Twenty- 
Ninth Alumni Conference of this School. 


G. Lawton Johnson: 


men been prepared to 


fill these top-level 
positions. 


The Tougher Competitive Struggle | 

Why is the demand so acute? Why is it, 
to such a great extent, unfulfilled? One of the 
answers lies in the facts of our country’s 
economic life. 

Since World War Two, the world of Ameri- 
can business has been in the throes of esi 
most dynamic period in its history. Old forms | 
and values changed and are continuing to’ 
change almost daily. Many of the basic busi-_ 
ness formulas that assured a company’s wel- 
fare a generation ago, or even a decade ago, 
are out-moded or inadequate. 

To hold its place in the sun today, a com- 
pany must cope with Technological Progress 
that is so rapid that it can obsolete a plant, 
a product or a cost-price structure, almost 
between board meetings. Today, markets are 
bigger, marketing techniques are more com- 
plex, and marketing costs are less stable than — 
ever before. The difference between profit and 
loss is a razor’s edge; hence the faulty judg- 
ments in the mass production and mass dis- 
tribution that used to be costly are now 
deadly. 

Today, a company must grow and diversify ‘ 
or die. And while it is molting its old shell, it 
must give better than it takes in a toe-to-toe 
competitive battle that is not only rougher 
and tougher than before, but in which the 
opposition includes more companies, bigger 
companies, and more products. 
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Management Talent the Key Factor 


In this keener competitive struggle, what 
determines a company’s survival and its suc- 
cess? Is it the means of competition? No! 
The same raw materials, machines and mar- 
keting services are available to all. 

The paramount factor in competitive dom- 
inance today is Management Talent. It is the 
quality of the leaders and decision-makers 
that determines which company will make 
the most profitable and progressive use of the 
machines, methods and money. 

The greater demands of the Dynamic Age 
of American Business have raised the stand- 
ards for executive qualifications. No longer 


_ can a company afford to fill its president’s 
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chair with the largest stockholder, or with 
the principal heir of the founder, or with the 
veteran vice president who has been floating 
along on the current of the company’s affairs. 
Today the presidencies and key vice presi- 
dencies of more and more companies are being 
filled by professional managers, drawn from 


' among men who have developed the skills, 
knowledge, and judgment required of modern 


industrial leadership in the course of rising 
through the ranks and through experience 


with one or with several companies. 


Lag in Executive Development 
Why, suddenly, is industry’s need for more 
of these professional leaders being felt so 
acutely? It is because companies are taking 
a closer look at the strength and potential of 
their leadership teams in the light of the 


- demands of the modern competitive situation. 


Some of these companies are discovering 
alarming weaknesses and mediocrities in the 
top level of their management. Others, whose 
key men are nearing retirement age, are rea- 
lizing at this late date that they have been lax 
over a period of years in bringing along a 
well-qualified second level management team. 
Still other companies have been expanding so 
rapidly since World War Two that executive 
development programs have failed to keep 
pace with the need for top men in the or- 
ganization. 
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At Boyden Associates our sole purpose is 
the counseling of American companies on the 
problems involved in the recruitment of execu- 
tives for the presidency level and for the 
echelon of corporate management that shares 
in policy-making with the president. In our 
performance of this service we have devised 
and set in motion programs of executive de- 
velopment and succession that draw on the 
leadership potential already available within 
a company, and where this potential has not 
been available we have searched elsewhere in 
the business world and found the qualified 
men for our clients’ key management posts. 
Thus we have come to know, at first hand, 
the extent of this great demand for top execu- 
tive talent. 


Why the Shortage of Executive Talent? 


You may ask the question, How can there 
be a shortage at the top when tens of thous- 
ands of college graduates have been entering 
the ranks of industry each year for the past 
twenty-five years—when today’s key execu- 
tive posts are filled not by heredity but by 
development. 

In helping our clients to cope with the 
serious problem of executive shortages we 
have studied the business careers of thousands 
of candidates for positions of high command 
in industry, men whose business careers have 
already been 15 years or more in the making. 
From this experience we can give you the 
answer to this question— 

In all too many instances men are turned 
down because the knowledge and experience 
they have to offer have not been developed 
according to a plan that qualifies them for 
the highest leadership responsibilities. 

“T will study and get ready, and some day 
my chance will come,” those were the words 
of a man who started at the absolute bottom 
and got to be President of the United States— 
they are as valid for the business careers of 
today as they were for the political career of 
Abe Lincoln a century ago. 

Another sin that ambitious men of high 
potential commit against themselves is letting 
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their progress up the executive ladder be gov- 
erned by out-moded systems of promotion 
based on company growth, on seniority or the 
right of succession. Some companies fail to 
grow. The man who counted on succession as 
a means of career advancement sometimes 
finds himself stymied behind an incumbent 
of the same age. The man who counted on 
seniority alone runs the greatest risk—he may 
find himself reporting to a better qualified 
man brought in from the outside. 


Personal Qualities of Executives 


All of these observations, however, have 
been negative. My object here today is to 
review the positive factors of success which 
we have observed in the careers of men who 
have reached the top in business and which 
are reflected in the specifications our clients 
give us for the men they want to run their 
companies. 

These factors are several in number and 
they fall into two general categories. The first 
of these is concerned with personal qualifica- 
tions and comprises what might be called the 
“Seven Points of Promotability.” Some of 
these points may seem obvious and _hack- 
neyed, but their value should never be under- 
estimated—they all play a part in determin- 
ing whether a man is the top candidate for a 
key leadership role. The points are— 

. Appearance and dress 

. Leadership 

. Initiative and “drive” 

. Understanding the company’s point 

of view 

5. Speaking ability 

6. Knowledge of the industry and of 
allied fields 

7. Social acceptability 


Attributes of a Good Executive 


Psychologists will never stop arguing—and 
neither will board chairmen—over exactly 
what it is that makes a man a good executive. 
Some companies boil these personal qualifica- 
tions down to one or two traits. One calls it 


“character.” Another states its prime require. 
ment as “drive.” 

Having interviewed thousands of executives 
and potential executives, we at Boyden Asso. 
ciates have concluded that some differences 
between the man who can be promoted and 
the man who is unpromotable are as obvious 
as the expression on a person’s face, the way 
he sits in 7 chair, the kind of handshake he 
has, his posture and his general appearance 
of cleanliness and neatness. 

Other traits show up when the man begins 
to talk—his alertness in conversation, the 
orderliness of his thinking, the forcefulness 
and clarity of his speech, and the ease with 
which he can think on his feet. 


Acquiring the Attributes 


If a man lacks these attributes, he can ac- 
quire them just as he can learn to inspire 
people and to lead them and to delegate 
responsibility—and credit—among his subor- | 
dinates. The able administrator also proves | 
his ability by avoiding entanglement in the 
great morass of detail that is the universal 
hazard of business leadership. He makes the 
decisions and leaves the details to his subordi-— 
nates—thus he can leave a clear desk behind 
him at night and can go home, reasonably — 
often, without a brief case. } 

A further essential to success is the ability 
to think as a company man rather than as an 
individual. In their choice between two well- 
qualified men for a high level job, we have 
seen our clients decide in favor of the man 
who volunteered a reasonable sacrifice in his 
personal life in the interests of the company’s 
welfare. 


Importance of Articulateness 


Another executive qualification of increas- 
ing importance these days is articulateness. It ‘ 
is not enough for a manager to have ideas— 
he must be able to communicate them to his 
associates and to his superiors, to industry | 
meetings and to the increasing number of 
public gatherings which businessmen are ad- 
dressing in the modern concept of corporate ’ 
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public relations. Anyone to be promotable 
must be able to talk and write well, must be 
able to present his ideas simply, logically and 
convincingly. The man who is a poor speaker 
can take a course in public speaking and stick 
with it until he has improved his ability to 
convey his thoughts. Or he can participate in 
civic affairs that give him opportunities to 
stand on his feet and present ideas. 

There is more to articulateness, however, 
than mere words. In the higher levels of man- 
agement today a man is expected to show a 
broad knowledge of his industry and its aliied 
fields. More and more it is necessary for an 
executive to read and to search out the ideas 
that pertain not only to his work but to the 
world in general. 


Manners and Homes 


Companies are also judging eligibility for 
high management rank by a man’s ability to 
mix socially with all kinds of people. The 
candidate with everything else in his favor, 
often is passed over for promotion because he 
is guilty of annoying mannerisms or just plain 
bad manners. 

Wives and families figure into this eligibil- 
ity, too. Many companies want to know 
whether the wife of the man under considera- 
tion will get along with other wives—those 
of fellow executives and of important cus- 
tomers. They are interested in her as a mo- 
tale factor—they want to know, beforehand, 
whether she encourages her husband in his 
work and shares his enthusiasm and interest, 
or whether she complains when he has a 
meeting after five o’clock or travels on 
business. 


Record of a Man’s Experience 


That sums up the personal traits and abili- 
ties essential to advancement. The second of 
the two categories of success factors involves 
a man’s business experience. The points to be 
concerned with here are: 

1. Type of industry and product experience 

2. Record of advancement over the years 
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3. The quality of the companies with which 

the man has been associated 

The man who wants to move ahead can 
determine the quality of his record largely by — 
taking stock of his career to date. 

What about the industry he has been as- 
sociated with, and the products he has man- 
aged? Is the industry moribund? Is it in the 
mainstream of the economy? Is the product 
obsolete? Are the problems and day-to-day 
challenges of both the industry and the prod- 
uct so unique, or peculiar, as to have little or 
no resemblance to the problems and chal- 
lenges of most modern industries and prod- 
ucts, hence poor training grounds for general 
executive qualification? The man whose repu- 
tation has been made in the buggy-whip 
industry or in a collar-button factory has 
little to contribute to the leadership of a cor- 
poration competing in today’s industrial and 
consumer markets. 

Up until now, has there been a pattern of 
steady advancement in his career? Does his 
job record show that there has been progress 
in his ability to hold down greater responsi- 
bility—and by the same token, an increase in 
his employers’ trust in his capabilities? 

And what about the quality of the com- 
panies he has been associated with? A firm 
with a reputation for integrity, for sound 
progress and growth, for aggressive competi- 
tion and solid profits, and for high personnel 
standards, produces a much more preferable 
candidate for high management positions—in 
the opinion of most companies—than does a 
mediocre concern. 


Position and Outlook 


Once a man has taken stock of his personal 
attributes and evaluated his record he should 
go a step further and determine where he 
stands competitively for the top position in 
management. 

He should measure the progress 9f those 
of his career contemporaries whose ambitions 
aré the same as his. Is he moving ahead faster 
than they are? If not, he must probe for the 
reasons. 
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We have had our man look backward and 
evaluate the quality of the companies with 
which he has been formerly associated. He 
must also look forward and judge the status 
of his present company five years hence. Will 
it still be growing and holding on to its com- 
petitive place in the sun? Or will it be stand- 
ing still and exercising a corresponding effect 
on our man’s chances of advancement? 

And he should examine the same five-year 
period and determine where HE will be at 
the end of that time. Where are his present 
responsibilities taking him? Do they repre- 
sent a dead-end away from the thoroughfare 
of the company’s activities? Or are they a 
vital contribution to the business, bound to 
grow in importance and appreciation as the 
years go by? 

Another area he should examine for signs 
of his future is the abilities and status of his 
immediate superior. If our man is next in line 


behind an executive who is the same age as_ 
he is, or is not going to move any higher, | 
then he will be smothered or stymied. 
I have reviewed these success factors in| 
top executive careers today with the hope | 
that they will provide some measure of guid- 
ance for those of you gentlemen who want to 
go higher and further in the realm of corpor- 
ate leadership. To you who are aiming for the 
top may I add this parting suggestion: Don’t 
be afraid to take a chance. If you feel that in | 
your own company you are not being afforded 
an opportunity to move ahead, consider care- 
fully the possibility of becoming associated 


with another company that is a going, and 


growing concern. 


But remember, merely changing companies 


is not going to be the answer for the man who 
could have succeeded in his original company 
had he planned his personal development and 
his career with more care. 


THE ST. LAWRENCE SEAWAY AND WORLD TRADE 


In celebration of the se = of the St. Lawrence Seaway, the Business and Tech- 


nology Department of the Cleveland Public Library has just released its Bulletin, Bus- 
iness and Technology Sources, V.30, No. 1, The St. Lawrence Seaway and World Trade. 

Business aspects and the economic impact of the Seaway on the areas served by the 
St. Lawrence and the Great Lakes are covered in this list of books, reports, periodicals 
and directories. 

The Great Lakes-St. Lawrence Frontier; the St. Lawrence Seaway construction; port 
facilities of the Seaway maritime area and of ports of the world; directories of Great 
Lakes fleets, products, manufacturers and shippers in the areas served by the Seaway 
ports; guides to overseas shipping and trade; information about markets abroad, the 
European common market and American business; legal, tax and insurance aspects of 
world trade, are the subjects presented in the basic reference list for the business man 
and the industrialist, the shipper and the overseas trade broker. A list of Seaway Port 
Authorities and their addresses, and of special periodicals dealing with the Seaway and 
world trade is appended. 

Single copies are available free at the Library, or for a mailing and handling charge 
of 25c each. Address the Order Division, Cleveland Public Library, Cleveland 14, Ohio. 
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eA selected list of 


, Recommended Readings in 
Industrial Relations 
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American Management Association. The Per- 
sonnel Function: a Progress Report. AMA 
Management Report No. 24 (Personnel Di- 
vision). 1515 Broadway, New York, 1958. 
139p. $3.75. 

You should look into this, for it contains a number 
of interesting items, originally presented at a person- 
nel conference in the fall of 1958. One paper, by J. S. 
Parker, “The Individual in Industry: an Investment 
in the Future,” emphasizes once more General Elec- 
tric’s belief that industrial progress must be made by 
building up the importance of the individual worker. 
He goes into some detail as to how G. E. tries to 
implement this belief. In the section on “The Prob- 
lem Employee” three authors show the value of 
handicapped workers when properly placed, whether 
their handicap is physical, emotional or family back- 
ground. They point out that a handicap is not neces- 
sarily disabling and that some deviations from the 
normal may prove an asset rather than a hindrance, 
if care is taken in job placement. 

Balma, M. J. “The Role of the Foreman in 
Modern Industry,” by M. J. Balma, J. C. 


Maloney and C. H. Lawshe. Personnel Psy- 
chology, (P.O. Box 6965, College Station, 
Durham, N.C.) 

I. The Development of a Measure of 
Management Identification. Vol. 11, 
No. 2, Summer 1958. pp. 195-205. 

II. Foreman Identification with Manage- 
ment, Work Group Productivity, and 


About the Author— 

Miss Scanlan is Reference Librarian and Assistant 
to the Director in the Bureau of Industrial Relations 
of this School. 

All items mentioned are on file in the Reference 
Room of the Bureau of Industrial Relations and may 
be used by visitors there. Please write direct to the 
publisher for any items you would like to purchase. 


Eleanor H. Scanlan 


Employee Attitude Toward the Fore- 
man. Vol. 11, No. 3, Autumn 1958. pp. 
367-378. 

III. Some Correlates of Foreman Identifi- 

cation with Management. Vol. 11, No. 
4, Winter 1958. pp. 535-544. 

Foremen are told frequently that they are part of 
management, but very little research has been done 
to determine how strongly they identify themselves 
with this role. These three studies report the first 
phase of a research project designed to measure such 
identification. The two aspects reported are: work 
group productivity, and employee attitude toward the 
foreman. Of necessity, these articles are somewhat 
technical but, like most material in Personnel Psychol- 
ogy, are written with a minimum amount of jargon. 


Dayton, Eldorous S. Walter Reuther: the Au- 
tocrat of the Bargaining Table. New York, 
The Devin-Adair Company (23 East 26th 
Street), 1958. 280p. 


This reviews the career of a dynamic labor leader, 
born on Labor Day Eve, 1907, from his Lutheran, 
German Democratic-Socialist background, to 1957 
and what the author terms “The Wild Blue Yonder.” 
We judge that the book is factually and historically 
correct. The recounting of the brawling, early days of 
the labor movement and UAW, in particular, make 
story-book reading. However, the author seems to be 
down on everything, and on Mr. Reuther in particu- 
lar. The contrived, breezy style, sweeping statements 
and overuse of slang expressions detract considerably 
from the book. F. D. R. is usually referred to as “The 
Great White Father,” and Mr. Reuther most fre- 
quently as “The Red Head.” 


Dimock, Marshall E. A Philosophy of Admin- 
istration Toward Creative Growth. New 


York, Harper & Bros. (49 E. 33rd Street), 
1958. 176p. $3.50. 
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Urwick, Lyndall F. Leadership in the Twen- 
tieth Century. London, Sir Isaac Pitman & 
Sons, Ltd., 1957. 88p. $2.75. 


These two books have much ‘9 recommend them 
to the thoughtful businessman, not the least of which 
is their brevity. The Urwick book discusses the why 
of management—the psychological bases of why lead- 
ership is necessary—and why some leadership is ef- 
fective and some is not. Many of his illustrations are 
from the military scene, which he believes closely 
parallels the requirements of competitive business. 

The Dimock book, as the title indicates, examines 
the philosophy of management. The author believes 
that top executives are paid to be philosophers and 
that “the institutional philosopher is the most practi- 
cal and needed man in the organization.” He thinks 
that modern biology has much to teach about good 
administration, since it is the study of growth and 
decline of organisms, and their relations and adapta- 
tion to their environment, if they are to survive. All 
but two of the eighteen chapter headings consist of 
one word each, such as: Balance, Realms, Direction, 
Planning. Each short chapter is an elaboration on 
the single word and on the main theme of the book. 


Eitington, Julius in “Some Thoughts on Er- 
gophobia” in the Nov.-Dec. 1958 issue of 
Personnel Administration offers the follow- 
ing quotation: “One of the things that 
worry businessmen is the number of unem- 
ployed on the payroll.” 


Gardner, Harvey. How to Get the Most Out of 
Your Social Security. New York, Frederick 
Fell, Inc. (386 Fourth Avenue), 1958. 123p. 
$1.95. 


A small volume, which can be used as a handbook 
on Social Security. It gives information regarding the 
act in simple language, including the 1958 amend- 
ments. The sections are followed by “Typical Ques- 
tions and Answers” which help in interpretation. It 
should be helpful to those nearing retirement age. 


Lesieur, Frederick G. (Editor) The Scanlon 
Plan ... a Frontier in Labor-Management 
Cooperation. Cambridge, Mass., Massachu- 
setts Institute of Technology (Technology 
Press), 1958. 173p. (no price given) 

If the Scanlon* Plan is no more than a familiar 
phrase, this will give you much more to work on. Mr. 

Lesieur has compiled and edited various writings re- 


garding this unique labor-management cooperation 
scheme, which became the means of saving the La- 


*No relation to the editor of, “Recommended 
Readings,” who spells the name Scanlan. (EHS) 
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pointe Machine Tool Company when it was threat. 
ened with extinction in 1946. A number of the papers _ 
were presented at a special workshop conference on 
the Plan given in 1957 at M.I.T. One writer sums up _ 
the Plan as follows: “The Scanlon Plan is a philoso. | 
phy of organization. It is not a program in the usual 
sense; it is a way of life—-for the management, for 
the union, and for every individual employee. Because 
it is a way of life, it affects virtually every aspect of 
the operation of the organization. In this fact lies its 
real significance.” 


Levitan, Sar A. “A Federal Assist to Guaran- | 
tee the Rights of Union Members.” Labor 
Law Journal, Vol. 10, No. 2, February 1959, 
pp. 75-86. 

The Labor Law Journal has published two articles, 


which are most timely, in view of the disclosures of 


the McClellan Committee and legislation now being | 


considered by Congress. Both papers are engagingly 
written and persuasive in their arguments. 

1) The Levitan paper relates, in a calm dispassion- 
ate style, the reason back of the wording in various 
sections of the Taft-Hartley Act, especially those re- 
garding reporting of union funds. He then goes on to 


explain why he believes legislation is needed to give | 


union members protection of their democratic rights, 
as well as protection of union funds from misappro- 


priation. The author gives considerable detail regard-_ 
ing the elements of such legislation and the machinery © 


for enforcement. He believes that legislation affecting 


internal union affairs should be entirely separate from — 


that dealing with labor-management relations. 


Mayer, Henry. “Public Relations of Internal | 


Union Affairs.” Labor Law Journal, Vol. 
10, No. 2, February 1959. pp. 87-99. 


2) The Mayer paper is much more strongly word- 
ed and takes the exact opposite view: that no new 
legislation is needed. He believes that regulation of 
labor-management relations by law “can gnaw at the 


marrow of our national bones, more insidiously than » 


the fall-out of Strontium 90. It can produce mutations 
in the thoughts, the fears, and also the hopes of all 
men.” He believes control can come only from the 
rank-and-file union members, many of whom have 
been so apathetic regarding their obligations as union 
members that they have, thereby, cleared the way 


for evil forces to take over. \ 


McLean, Alan A. and Graham C. Taylor. 
Mental Health in Industry. New York, Mc- 


Graw-Hill Book Co., Inc. (330 W. 42nd 


Street), 1958. 262p. $6.50. 


The emphasis of this book is, of course, on what 
the psychiatrist can contribute to the well-run organ- 
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jzation. The introductory chapters outline the prog- 


ress which has been made in this area of science in 


the past twenty years. It then describes various con- 
ditions which may result in stress for the worker. 
Perhaps the last section offers the most useful material 
for the personnel administrator. This describes the 
particular problems of executives and how foremen 
can be trained to recognize cases in their own depart- 
ments which may need referral to a psychiatrist. It 
touches briefly on the techniques of testing and inter- 
viewing and the setting up of a program for psychi- 
atric assistance. 


Siegle, Peter E. New Directions in Liberal Ed- 
ucation for Executives. Chicago, Center for 
the Study of Liberal Education for Adults 
(4819 Greenwood Avenue), 1958. 74p. 
Single copy free. 


The pamphlet outlines in some detail a number of 
programs for the education of business men and 
women on various campuses in the country. Part I 
examines those set up for executives of A. T. & T., 
first at the University of Pennsylvania and later at 
Dartmouth, Williams, Swarthmore and, more recent- 
ly, at Northwestern. It describes, briefly, the “special- 
ty” of each of these programs. Part II describes other 
programs at this level, some carried on as evening 
programs, others as a full year of study. One section 
gives details of an experiment at Vassar College for a 
special course for the National Secretaries Association 
which was outstandingly successful. This pamphlet 
should be helpful to companies who may be exploring 


such programs for their executives, or for individuals 
who wish to enlarge their horizons. 


Urwick, Lyndall F. Leadership in the Twen- 
tieth Century. (See comment on this book 
under Dimock, Marshall E.) 


Yale University. Department of Industrial 
Administration. Does Group Participation 
When Using Brainstorming Facilitate or In- 
hibit Creative Thinking? by Donald W. 
Taylor, Paul C. Berry and Clifford H. 
Block, New Haven, 1957. 42p. No price 
given. 


A Yale research group selected 96 undergraduate 
men to take part in this study. They were chosen 
because they had repeatedly engaged in small discus- 
sion groups analyzing case problems. Half of the 96 
were divided into 12 groups of four men each. The 
other 48 worked as individuals. They all attacked the 
same three problems in the same order and careful 
records were taken of the results. 

This report gives details of careful analysis of the 
results of the experiment and sums them up in one 
brief sentence. Sad to say, the conclusion of this re- 
search is that group participation, when using brain- 
storming, inhibits creative thinking. The report is 
well worth study by organizations who are consider- 
ing a group method of problem solving. The United 
States Office of Naval Research gave financial support 
to the study. 


LISTEN ’EM OUT 


When asked for the secret of his success as plant foreman, Oscar gave three words: 
“Listen ’em out.” 
Although he oversimplified the explanation for his success, a lot of meaning and in- 


sight is expressed in these three little words. 


Interesting . . . Oscar never attended school; also has trouble writing more than his 


name. 
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Michigan Business Indicators 
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MICHIGAN BANK ODEBITS 


4 , 4 12 CITIES-LOWER PENINSUL 
(ADJUSTED FOR SEASONAL VARIATION 


1952 1953 1954 1955 1956 1957 1958 1959 
BANK DEBITS—THE MOST ALL-INCLUSIVE MEASURE OF BUSINESS ACTIVITY—Lowe P 


Peninsula bank debits seem to bear out recent predictions of a rebounding economy as busines | P 
activity reached its highest point in over two years. 
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40 ‘ 
MICHIGAN BANK DEBITS 
18 CITIES-UPPER PENINSULA 
’ 1952 1953 1954 1955 1956 1957 1968 1959 


UPPER PENINSULA BANK DEBITS—The new high reached by Upper Peninsula bank debits 
reflects the demands for iron ore by steel companies, which are attempting to stockpile steel in view, | 
of the possible industry-wide strike. 
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we POWER CONSUMPTION-—Industrial production remained relatively level during the April-May 
nes) -—«:period, as evidenced by the industrial electric power consumption figures. 
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ts MICHIGAN EMPLOYMENT-—Employment of wage and salary workers reached its highest _ 
recession point in May. Increased construction activity provided the largest boost to this new high 
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© Effects of governmental expenditures, taxes, surpluses, 
and deficits on the American economy 


Fiscal Policy and 


Stable Economic Growth 


ONCERN with economic growth has be- 
come almost universal in the world today. 
Nothing has grown quite so fast as the out- 
pouring of speeches and articles about growth. 
If someone were to tell the familiar joke 
today about the elephant and the titles of 
the books that the Frenchman, the English- 
man, and the German wrote about him, he 
would probably find himself having as one 
title, “The Elephant and Economic Growth.” 
With growth in danger of becoming a fad, 
I would like to try, if I may, to provide some 
needed perspective. Our concern over growth 
today reflects a justified desire to see people 
in this country living better. It reflects also a 
very real concern over our position vis-a-vis 
Russia and the rest of the world. What has 
growth to offer in these respects? 


Significance of Growth 


Some critics argue—erroneously in my 
opinion—that in a rich economy like ours, 
economic growth means chiefly the prolifera- 
tion of gadgets which make nobody happier. 
But in the same breath these people usually 
plead for increased provision of some goods 
and services that they personally consider 
particularly valuable—whether it is education, 
or medicine, or world travel, or better roads, 


the Author— 


Dr. Wallich, on leave from his position as profes- 
sor of economics at Yale University, is a member of 
the President’s Council of Economic Advisers. 

This talk was presented by Dr. Wallich at the 
Twenty-Ninth Alumni Conference of this School, in 
Ann Arbor on May 9, 1959. 


Henry C. Wallich 


or what have you. The simple fact is that in 


a democratic society and in a free market © 


economy such arbitrary shifts cannot be made. 


People will not change their expenditures to — 


suit the teachings of some learned authority. 
Neither will they be prepared to pay higher 
taxes for roads and education unless they can 


also spend more on other things. Growth of 
the broad mass of goods and services, there- | 


fore—including maybe things that one would 
consider gadgets—is in practice an essential 


condition if there is to be a democratic ac- — 


ceptance for the expansion of any yone par- 
ticular thing. That applies whether the pur- 


pose is more education, or more housing, or — 


more foreign aid, or whatever special prefer- 
ences any one of us may have. 


Confusion About Government Spending 


Having thus ranged myself on the side of | 
those who think that growth is important, | 


what can we do about it? In what way can 
we step up growth without suffering an un- 
acceptable penalty? I shall try to suggest 
some answers presently. But first let me dis- 
pose of an answer that isn’t one. 

Some people, in asking how to step up 
growth, can see just one answer—more Gov- 
ernment spending. We have serious unem- 
ployment now, they say. Why doesn’t the 
Government spend some more money to draw 
the unemployed into the productive process 
and so accelerate growth? 

This proposal reveals a confusion of lan- 
guage. What these critics are asking for is 
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not growth but an accelerated return to a 
high level of activity. There is a basic differ- 
ence between the two: One has to do with 
how fully we use our existing capacity, the 
other with the increase in capacity itself. It is 
only the second that really signifies true 
growth. 

The essence of growth, it seems to me, is 
growth in productive capacity. Of course, we 
must also utilize this capacity—if we didn’t, 
business would not go on expanding its ca- 
pacity. But a temporary drop in the rate of 
use of capacity, as it occurred in the reces- 
sion, does not mean a cessation or reversal of 
growth. The steel industry, to use just one 
example, did not become any smaller because 
it temporarily operated at a lower rate of 
capacity. Viewed in this way, we have had 
substantial growth during the last few years. 
Even though there was no striking expansion 
of output, we increased the capacity of the 
economy all along. We increased it sharply, 
by means of heavy capital expenditures dur- 
ing the years 1955-1957, and at a somewhat 
slower pace in 1958. We are now beginning 
to cash in on this expanded capacity. 


Contributions of Fiscal Policy 


What can fiscal policy do to step up the 
growth of capacity and help see to it that this 
capacity is used at a satisfactory rate? There 
are four major contributions that fiscal policy 
can make. The first is to help avoid extreme 
economic fluctuations. The second is to con- 
tribute to the Nation’s savings by means of a 
budget surplus. The third is to limit govern- 
ment expenditures and concentrate on those 
that most directly contribute to growth. The 
fourth is to stimulate growth through im- 
proved forms of taxation. Let me take these 
up in turn. 

The preceding speaker has pointed out the 
importance of maintaining economic stability 
and has analyzed what monetary policy can 
do in that direction. We must avoid recessions 
insofar as possible and we must avoid infla- 
tion. Both are harmful to growth—recession 
because it means to underutilize human and 
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material resources, inflation because it dis- 
organizes markets, prices, business planning, 
and the currency. 

To the avoidance of recession and inflation, 
fiscal policy can make an important contribu- 
tion, working jointly with monetary policy. 
This has happened during the recent reces- 
sion, when the decline in tax revenues pro- 
vided a stimulus to the economy. During a 
period of business expansion with the possi- 
bility of inflationary pressures ahead, fiscal 
policy must work in the other direction. That 
is to say, it must be a policy of balancing the 
budget and should aim at a surplus in the 
future. 


Action by the Federal Reserve System 


In this interplay of monetary-fiscal policy, 
both aiming to stabilize the economy, mone- 
tary policy probably is the more adjustable 
and maneuverable of the two. It is in the 
hands of the Federal Reserve System which 
can make its decisions expeditiously and put 
them into execution immediately. Fiscal policy 
is probably the more powerful of the two be- 
cause, through taxes and public expenditures, 
it reaches directly into the nation’s income 
stream. It is a slow and ponderous instrument, 
however, which cannot always be counted 
upon to go into action in the right way and 
at the right time. Decisions about taxes and 
expenditures must go through the familiar 
political process. This slows down their exe- 
cution. Action, once taken, is not easily re- 
versed, and hastily improvised measures may 
even prove to have been mistakes. Monetary 
policy, therefore, may have to shoulder per- 
haps a larger part of the stabilization job 
than would be intrinsically desirable, unless 
and until we succeed in making fiscal policy 
more maneuverable. 


Providing Savings for Productive 
Investment 


The second important contribution that 
fiscal policy can make to growth is to provide 
savings for private productive investment. It 
can do so by creating a surplus in the public 
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budget. The mechanism is simple: By running 
a surplus, the Government is generating sav- 
ings, much as a household saves by spending 
less than it takes in. In the normal course of 
events, a budget surplus would mean a reduc- 
tion in the public debt. The individuals, 
banks, and institutions, whose maturing se- 
curity holdings are paid off instead of being 
refunded, will then look for new outlets for 
their funds. The sale of mortgages and of 
new bond and stock issues is correspondingly 
facilitated, and total spending for construction 
and equipment advances. 

The process of generating savings through 
the budget can be further promoted if we see 
to it that public investment expenditures are 
financed as much as possible out of current 
tax revenues and not by borrowing. Consider, 
for instance, the Highway Program. If we 
were to finance the annual outlay of some 
$2-3 billion by borrowing, that much less 
savings would be left in the market for .use 
by private borrowers. By financing it out of 
taxes, as the law provides, we make available 
these savings to other users. 


Cooperation Between Monetary 
and Fiscal Policy 


In this process, the proper cooperation be- 
tween monetary and fiscal policy will again 
become important. An increased supply of 
savings will flow into new capital expendi- 
tures more smoothly if interest rates are 
relatively lower—of course, not so low as to 
encourage inflation. Monetary policy can fa- 
cilitate, therefore, the process by which addi- 
tional savings flow through the market to 
those who want to use them. Given the 
existence of a budget surplus, inflationary 
pressures would be smaller than they would 
be with a deficit. By the same token, there- 
fore, monetary policy can afford to relax a 
little more, without incurring the risk of 
inflation. 

The combination of fiscal-monetary policy 
that I envisage here is one of a surplus in the 
budget—you might call it a “firm” budget 
policy—and, with a budget surplus, a rela- 


tively more relaxed monetary policy. This 
combination would favor growth because it 
means more saving and lower interest rates, 
The deficit policies proposed by critics of the 
Administration would push us toward the 
opposite combination—a soft budget policy 
and a necessarily more restraining monetary 
policy. That combination obviously would be 
less favorable to growth because a budget 
deficit at a high level of economic activity 
would absorb savings into Government expen- 
diture, while higher interest rates would, of 
course, be no help in promoting capital ex. 
penditures. 


Some Government Expenditures _ 
Aid Growth 


Budgetary expenditures, of the right kind 
and amount, can likewise contribute to more 
rapid growth. Here, however, we must move 
with great caution. We must not fall victim 
to the confusion that I mentioned earlier that. 
fails to distinguish between a high rate of / 
capacity use and a rise in capacity itself. It 
is easier for Government to contribute to the 
former than to the latter. Hence, the belief 
often expressed today that big Government 
means big growth is lacking in validity. 

A true contribution to growth is made by 
Government expenditures—within reasonable 
limits—for needed school construction, hos- 
pitals, highways, and the like. Total public 
construction in 1957 amounted to about $14 
billion. This expenditure, carefully adminis- 
tered, was capable of making an important 
addition to the growth promoted by private 
investment of about $65 billion. Moreover, 
properly designed—rather than profuse—pub- 
lic expenditures for health, education, re- 
search, and so forth, contribute to growth 
even though they do not involve spending for 
brick and mortar. 

On the other hand, it must be realized that 
these intrinsically desirable public expendi- 
tures carry a peculiar kind of political sur- | 
charge. Whenever a legislative body votes an 
increase for expenditures like these, it is a 
pretty fair guess that increases will be voted ’ 
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This for a number of less urgent but politically 
well-represented groups and purposes. That 


ates, 


is the nature of the political process in a 


‘the democracy. With this political surcharge, even 
the | the best growth-oriented expenditures can 


dlicy 
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become pretty costly. 


Some Government Expenditures 
Retard Growth 


Of the bulk of public expenditures, at least 
in the Federal Budget, it is probably fair to 
say that they are directly harmful to growth. 
This becomes evident when we think of the 
alternative uses that could be made of the 
money involved. Suppose the alternative to 
a given expenditure of, say, $1 billion, were 
to let the budget surplus rise by that amount. 
This would stimulate growth, through the 
process sketched earlier, provided the econ- 
omy continues to run at a high rate of capac- 
ity. If the expenditure is allowed to take 
place, the surplus and the growth that might 
result from it are lost. Or suppose that the 
alternative were to reduce taxes by $1 bil- 
lion. Some part of this $1 billion would prob- 
ably be saved by the taxpayer and so would 
find its way into investment. The amount 
might be only a small fraction of $1 billion, 
the larger part going into consumption. But 
some contribution to investment and growth 
would remain. 

Finally, let us not forget that public in- 
vestment sometimes does no more than to 
displace private investment. This may happen, 
for instance, when the Treasury, through 
Fanny Mae, buys mortgages, most of which 
very likely could have been placed with pri- 
vate investors. The same happens when the 
Treasury, under a community facilities plan, 
makes loans to municipalities and states that 
might well have been floated in the private 
capital market. 

To repeat, public expenditures have a lim- 
ited contribution to make to economic growth. 
In some instances, such as highways, this 
contribution historically has been the respon- 
sibility of government at all levels. With 
respect to many other types of public expen- 
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ditures, the best possible contribution to 
growth would be to cut them out. In our kind 
of economy and our kind of democracy we 
would be making a great mistake by thinking 
that more Government expenditures always 
mean more growth. 


Tax Reform and Economic Growth 


Finally, I would like to discuss what the 
tax system can do for growth. A great deal 
is being said about the potentialities of tax 
reform for economic growth, and I am sure 
that there are important potentialities in this 
area; nevertheless, perhaps they are in danger 
of being overestimated. I would like to make 
it clear that I am not talking about a tax cut 
as such because at the presenet time that 
would not fit into the budgetary picture. 
What I am talking about are adjustments in 
our tax system, which at present are bound 
to be marginal. 

The feeling that the potential of changes 
in the tax system to stimulate growth some- 
times tends to be overestimated stems from 
two sources. In the first place, I am not sure 
that even rather considerable changes in our 
tax structure would produce a really major 
change in our rate of growth. During the 
1920’s, after all, when our taxes were low, the 
rate of growth was not fundamentally differ- 
ent from what we have had since the war 
when taxes have been high. In the second 
place, the most that we can probably achieve 
are relatively marginal adjustments in the 
tax structure. This is so because our tax sys- 
tem represents a balance of powerful forces 
and because, as I just said, we have for the 
immediate future, at least, an urgent need 
for revenue to balance the budget. 

Under our present conditions, the most 
that could be envisaged is some kind of tax 
revision without a tax cut. The areas for such 
revisions that have been most frequently men- 
tioned are the upper brackets of the indi- 
vidual income tax, the depreciation of plant 
and equipment, and the capital gains tax. Let 
us look at these in turn. 
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Possible Changes in the 
Personal Income Tax 

With regard to the top brackets of the 
personal income tax, there seems to be wide- 
spread agreement that marginal rates run- 
ning up to 91 per cent make very little sense. 
Differences in opinion begin to show when 
one asks what the effective rate in the upper 
brackets ought to be. It is quite possible to 
lower the top marginal rates without gener- 
ally reducing the effective rate, i.e., the total 
amount of taxes collected from the average 
taxpayer in the upper brackets. This could be 
done, for instance, by removing some of the 
various deductions now available, by intro- 
ducing withholdings on dividends, and by 
similar measures. A tax revision of this kind 
would not improve the ability of the upper 
income brackets to save. It would, however, 
soften the present incentive-killing effects of 
high marginal rates. Likewise, it would some- 
what diminish the pressure to engage in all 
sorts of uneconomic, although legal, activities 
in order to avoid the tax. 

Just how great the benefits for growth 
would be from a moderate change in the top 
brackets is debatable, even if there were to be 
no countervailing limitation of deductions. In 
the top bracket, subject to a marginal rate of 
91 per cent, there are only about 1,000 tax- 
payers, with an ordinary taxable income of 
about $400 million, plus $500 million full 
long term capital gains, taxable at 25 per 
cent in the brackets paying a marginal rate 
of 75 per cent or more, which corresponds to 
an adjusted gross income before income split- 
ting, deductions, and exemptions, of approxi- 
mately $125,000, there are some 28,000 tax- 
payers with an ordinary taxable income of 
about $2.4 billion, and full long term capital 
gains of $1.6 billion taxable at 25 per cent. 
The true economic income of these taxpayers, 
before giving effect to the many devices that 
the law offers them to keep down their taxable 
income, is not known. 

It would not cost a great deal of revenue 
to relieve taxpayers in these brackets of some 
of their burden. By the same token, how- 


ever, one cannot be sure how much of an — 
impulse such a change would give to economic , 
growth. The principal argument in favor of 
reducing the top bracket rates, if and when — 
such a revision becomes possible, would seem 
to be that these rates produce economic 
activities that are harmful to the economy. 


Accelerated Depreciation 


Turning next to depreciation and what 
could be done in this area to promote growth, 
several points stand out. Accelerated deprecia- 
tion facilities have become an almost classic 
technique to stimulate investment. More rapid 
write-offs permit better cost calculation over 
the life of the asset, increase the cash flow, | 
and usually give access to better credit facili- 
ties. The mere desire to have something to 
write off seems to constitute an incentive to 
investment. To the extent that depreciation 
for tax purposes is also employed for book 
purposes, there may also be involved an ex- 
pectation of higher average profit margins 
over the life of the asset, taking together the 
initial low tax period and the later high tax 
period. 

A considerable improvement in depreciation 
facilities was provided with the liberalized 
methods of the 1954 Revenue Code. It is not 


altogether clear how far business has availed ’ 


itself of these facilities. At present, the main 

problem appears to be what by many business 

spokesmen is regarded as the undue rigidity . 
of Bulletin F. It should be noted, however, — 
that many companies in fact do replace their 
assets more rapidly than provided in Bulletin 
F, have demonstrated this to the Revenue 
Service, and so have been able to provide for 


themselves a more rapid rate of depreciation. | 


Difficulties seem to be created by Bulletin 
F principally for smaller companies where 
time and staff are lacking to negotiate with 
the Internal Revenue Service, where liquid 
funds are too limited to permit scrapping 


and charging off to obsolescence of equipment | 


that has not been fully written off, or where 
the rules of Bulletin F are accepted as guides 
to effective replacement policy. Here, a real 
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slowdown in productivity gains can occur. 
There is no evidence, however, that the engi- 
neering lives set forth in Bulletin F, despite 
its admittedly somewhat out-dated character, 
are widely out of line with present experience. 
The recent action taken by the British, in 
considerably improving depreciation allow- 
ances, shows that depreciation policy abroad 
is regarded as a powerful instrument. As a 
means of promoting growth, it is very prob- 
ably superior to a cut in the corporate tax rate 
and in the long run it is much less costly. 
Nevertheless, in the short run, it is an expen- 
sive device and its use therefore subject to 
the limitations imposed by revenue needs. 


Capital Gains Tax 


The third area in which growth-promoting 
tax changes seem to hold out promise is that 
of capital gains. By taxing capital gains at a 
lower rate than ordinary income, we have 
undoubtedly given a great stimulus to venture 
capital. Further improvements in this field 
are probably possible. They do not, however, 
point in the direction of broadening the range 
of activities to which capital gains treatment 
is applied, which seems to be the direction 
that recent minor changes have tended to 
take. Rather, they seem to point toward giv- 
ing relief to investors who have made a con- 
structive contribution to growth, such as 
building up an enterprise over many years, 
or holding unseasoned equities until they be- 
come blue chips. To enable such investors to 
move into new ventures would make a real 
contribution to the mobility of capital and 
to economic growth. It has been suggested 
that this may point toward a reduction in the 
capital gains tax proportionate to the length 
of the holding period, and perhaps propor- 
tionate also to the share of the investor in the 
total capitalization of an enterprise. 
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Conclusions and Reflections 


Let me now sum up my principal conclu- 
sions. Fiscal policy can make important con- 
tributions to economic growth—by helping 
maintain stability, by adding to the Nation’s 
savings via a budget surplus, by a judicious 
selection of growth-promoting expenditures 
and a pruning of those that consume resources 
without aiding growth and, finally, by tax 
revision. Tax revision, quite possibly, may 
have less to offer than the other three ap- 
proaches but it can make a certain contribu- 
tion even without a general tax cut. 

But to keep all these potentialities in their 
proper perspective, let me point to one im- 
portant historical fact. The American econ- 
omy has enjoyed great growth over many 
decades. This growth has been remarkably 
constant, if we abstract temporary distortions 
caused by wars and depressions. Neither the 
great rise in taxes, nor the appearance of 
powerful labor unions, nor the acceleration 
of research and invention, seems to have 
greatly influenced this rate of progress. Per- 
haps some of these factors have tended to off- 
set one another. I would by no means argue 
that because the rate of growth has been 
remarkably stable in the past there is no 
possibility of accelerating it in the future. 
But the evidence shows, I believe, that when 
we are dealing with the growth of the econ- 
omy, we are dealing with a force that is 
deeply rooted in our economic structure, that 
perhaps is subject to laws of which as yet we 
know little, and that may not easily yield to 
efforts at changing it. Those who speak of 
greatly stepping up the growth rate may be 
taking on a bigger task than they visualize. 
We must beware of setting abstract targets 
that may be realizable only through more 
profound changes in the economy than we 
can make without substantially changing our 
way of life. 
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@ An analysis of the functions and qualities of an executive 


Achieving Administrative 
Competence—The Executive 


OMEONE has described management suc- 

cession as follows: “The president retires 

or dies and creates a vacuum into which is 

swept the nearest vice president who hasn’t 
had a coronary.” 

The description, I think, implies two 
things: (1) succession has not been planned, 
and (2) the successor may not have sufficient 
administrative competence to handle the 
presidency with distinction. No doubt the 
same situation occurs elsewhere in the execu- 
tive hierarchy. 

In the previous article I dealt with acquir- 
ing administrative competence primarily at 
the first-line supervisory level. We pointed 
out, however, that the principles set forth are 
equally applicable to higher administrative 
positions. In like manner, most of the points 
are applicable to first-line supervision. 

We are still talking about the boss, “the 
man we work for.” In addition we are talking 
about his boss, “the man he works for,” and 
so on up the line. 
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Robert N. Hilkert 


The biggest promotional step a man takes 
is when he steps out of the rank and file into 


his first supervisory position. He acquires a _ 


new set of problems, different from those he 
has had before. No longer is he responsible 
just for his own work. He now acquires re- 
sponsibility for the work of others whose 


efforts he has to elicit and direct. That this is — 
difficult may be inferred from an oft-repeated — 


remark, “It’s just easier to do this myself 
than to get the others to do it.” This, of 
course, is a confession of supervisory weak- 
ness, or administrative incompetence. 


It is in this first position that he encounters 


the problems and responsibilities of power and 


authority, the need to understand employe | 


goals, the need to know what causes employes 
to collaborate and to do their best work. It is 


in this job that he first learns about the prob- | 


lem of earned acceptance. It is here that he 
demonstrates administrative behavior built 


upon the foundations of the basic rights of | 


man as employe. 

Later promotions which place a man at 
higher points on the organization chart do 
not cause him to encounter fundamentally 


different or unique problems. It is “more of | 


same.” The responsibilities may be greater, 
the human problems may be intensified at 
times, and the stakes may be greater, but 
executive problems are essentially supervisory 
problems. Of course, executives are supervi- 


sors. They are supervisors who supervise other . 


supervisors, and get more money and better 
offices. 
The greatest danger or risk in appointing 
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a man to an executive post—and by this I 
mean any post up the line that is generally 
regarded as being important—is that the man 
will change. If he has been selected for the 
right reasons then we no doubt like him the 
way he is. He has been appointed (1) be- 
cause he is the kind of man he is, and (2) be- 
cause we like the way he has been operating 
up to now. This is not to say that we want 
him to stop growing. 

Promotion has a way of affecting some men 
adversely, and it is not always predictable. 
If it were, one probably would not make the 
promotion. A few develop overnight a superi- 
ority complex arising from increased status 
and they become unbearably important. It is 
especially during this first year of occupancy 
of the new executive position that one should 
include in his nightly prayers a plea for the 
gift of humility. It is during the early stages 
particularly that he should continuously ex- 
amine his daily life. You know the expression, 
“Even your best friend won’t tell you.” That 
must not be the case here. One must insist 
that his best friend be especially watchful, 
especially discerning, especially candid, at all 
times truthful. I suspect that this is not an 
orthodox approach to “executive develop- 
ment” but we can forego a lot of things that 
comprise such programs if we can succeed in 
getting a man to engage in prayer, in intro- 
spection and self-evaluation, and if we can 
persuade him to seek truth from best friends. 
A little of this is worth a flock of seminars. 
I think I am being practical and not starry- 
eyed in saying these things. 

What is the first thing you think of when 
you hear the word executive? ‘“He’s an execu- 
tive!” I’ve heard some say, ‘“He’s a big shot 
who gets other people to do all the work, and 
then takes all the credit himself.” The first 
part of this is not too bad; the second is 
obviously to be deplored. One I like is this, 
“An executive is a man who can take a two- 
hour lunch period without hindering produc- 
tion.” This contains an important idea, al- 
though it can also be interpreted in a snide 
sort of way. I choose to think that it means 
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that this man gets a lot of his work done by 
delegating. So let’s talk about delegation. We 
may set up widely differing kinds of executive 
training programs but, whatever the plan, we 
do not neglect “principles of delegation.” 


Do It Yourself? No! 


I have discovered why a lot of junior 
officers in business firms aren’t very good 
executives. The reason is that their vice presi- 
dents don’t permit them to be good executives. 
The vice presidents don’t delegate. They have 
to make every important decision themselves. 
This being the case, the first step in a pro- 
gram of executive development is to work on 
the development of existing vice presidents. 
I am not being facetious. Quite the contrary, 
I am speaking with great seriousness. There 
isn’t much point teaching juniors in some 
training program how to do all the things their 
bosses won’t let them do. ; 

Delegation is not just a simple matter of 
giving a subordinate a job to do. Newman, in 
his book Administrative Action has described 
the process as consisting of three aspects: 

1. The assignment of duties by an executive 

to his immediate subordinates. 

2. The granting of permission (authority) 
to make commitments, use resources, 
and take other actions necessary to per- 
form the duties. 

3. The creation of an obligation (responsi- 
bility) on the part of each subordinate 
to the executive for the satisfactory per- 
formance of the duties.’ 

Stated in simple operating terms it might 
go something like this: Assign duties to a 
subordinate, give him the necessary authority 
to carry them out, and hold him accountable 
for results. It is to be noted that while the 
process creates an obligation or responsibility 
for the subordinate, the act of delegation does 
not relieve the boss of his own responsibility 
for the results. For example, my boss hands 
me a job, I delegate it to a subordinate, and 
for some reason proper results are not ob- 


‘William H. Newman, Administrative Action, p. 
166. New York: Prentice-Hall, 1951. 
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tained. My boss holds me accountable, I am 
still responsible. I can’t say to him, “Sorry, 
my subordinate didn’t produce.” His answer 
quite properly is, “But isn’t that your prob- 
lem?” 

This is no doubt one reason, but not the 
only one, for the failure of many executives 
to delegate. A boss is afraid the subordinate 
will not come up with first-class results, and 
it is he who must account for results to his 
boss. Delegation is therefore a risk-taking 
process. Bosses have to assume these risks. 
Through proper training of subordinates they 
are able to minimize the risks. The way to 
administrative security is through good train- 
ing and well-placed confidence. The security 
which comes when a boss does everything 
himself is temporary, illusory, and self-defeat- 
ing. It is bad for him, bad for subordinates, 
and bad for the organization. If a boss is to 
be administratively competent he must dele- 
gate. Administration is a hollow term indeed 
if it does not include this. 

I am not here trying to suggest any pat- 
terned program for training in delegation 
because I know that there are numerous 
approaches possible. I do feel that any pro- 
gram must: 

1. Convey a sense of its importance, and 

2. Portray clearly its nature, extent, and 

limitations. 

Finally, I believe quite strongly that the way 
to learn delegation is to delegate. I may add 
that in our own organization one of the first 
questions we raise in appraising an officer is, 
“Does he work with and through people by 
delegating, and do people grow under his 
leadership?” 

Perhaps light may be shed on other aspects 
of administrative competence by citing another 
question we raise. In the area of organiza- 
tional ability we ask, “Does he have the 
ability to size up a task, to organize, and lead 
others in accomplishing it?” 

A great deal is implied in the expression 
“to size up.” Have you ever had experience 
with executives who can’t distinguish between 
a major and a minor problem? They come in 
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three varieties: (a) those who treat all prob. 
lems as major, (b) those who treat all prob- 
lems as minor, and (c) those who unerringly 
bet on the wrong horse every time. Any one 
of these is guaranteed to give a supervisor ’ 
under him or a boss over him an administra- 
tive pain in the neck. 

When we say that administrative compe- 
tence implies the use of good judgment we 
include the ability to determine such things as _ 
relative order of importance and magnitude, 
relative urgency, and a sense of timing or 
timeliness—when action may be taken and 
when it may be wiser to postpone. 

Making Decisions 

It may seem like “carrying coals to New- 
castle” to call attention to the business of 
decision-making because, of course, this is 
basic to the administrative process. But then, | 
we are discussing basics rather than examin- 
ing footnotes or mulling over the fine print. 

Disregarding for the moment all that goes 
into, or builds up to, the making of a decision, 
it should go without saying that a decision 
should be made decisively. The die is cast— 
this is it—for better or for worse. If it turns 
out badly, we do something to correct it. No 
decision of any importance is riskless, and 
the decision-maker assumes the risk with con- 
fidence, boldness, courage, or whatever it takes 
to be decisive. No shilly-shallying. 

There is a story about the great baseball 
umpire Bill Klem that always appealed to me. 
Bill responded to the question, “Is it true that 
big league umpires always call ’em the way 
they see ’em?” by saying, “Well that may be 
true of most of them, but not me. / call ’em 
the way they are!” I don’t believe bosses can 
be that good or that sure, but we certainly 
should call ’em as we see ’em, and with some- 
thing approaching the self-confidence of Bill 
Klem. This behavior doesn’t have to be in- 
consistent with a spirit of humility. It is not 
the way of the scientist, but it is the way of 
the competent administrator. Scientists usual- 
ly can postpone final judgments until all the 
evidence is in, and even then they come up 
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with guarded and tentative conclusions. Not 
so with the boss. He often must act now, with 
what he has to go on. This is why administra- 
tion is so difficult. This is why mistakes are 
made, mistakes that must be corrected. We 
must remember, however, that mot to act is 
itself a decision. It too can be wrong. 

Above I said “for the moment we would 
disregard all that goes into, or builds up to, 
the making of a decision.” Now let’s regard 
it. Decisions aren’t to be pulled out of hats 
or out of thin air. Decisions stem from a 
man’s judgment, from his interpretation of 
facts, from information and data obtained 
from many sources, not the least of which 
may be his own experience. 

Cues to training may be spotted from an 
examination of the sources of information the 
boss may use in preparing for the decision. 
He learns much from personal and direct ob- 
servation. He must, therefore, become a 
trained observer—of facts, events, behavior. 
He receives reports—from above and below; 
from across, thinking of staff functions; and 
from outside. This is all part of “keeping cur- 
rently informed.” 

Many day-to-day reports are oral. The 
boss has to be a good listener, and believe 
me this takes self-control and requires train- 
ing—-especially for bosses. He has to be 
skillful in asking questions, and this too takes 
training. (A good boss isn’t a man who knows 
all the answers; he’s a man who asks the 
right questions.) He receives accounting and 
statistical reports. He must, therefore, be 
trained in their interpretation—no mean ac- 
complishment. Keeping informed, making use 
of many resources, both internal and external, 
is one of the most time-consuming tasks of 
the boss. 

In all this I have spoken as though he is 
always on the receiving end. But the boss we 
are talking about also has his boss. So he is 
on the sending end, too. If his boss is to be a 
good listener, he has to be a good talker, even 
a persuader. He has to be a skilled reporter of 
facts, events, behavior. He has to give accur- 
ate answers to the questions, honest answers. 
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He has to be skilled in preparing and present- 
ing accounting and statistical data, skilled in 
making complex information meaningful. 
Reporting is subject to special hazards and 
weaknesses that can be overcome only when 
the climate is right. It is human to tell the 
boss only what we think he wants to hear. It 
leads to omitting, distorting, or suppressing 
what he ought to hear. We tend to pass on 
information which is to our own credit. If 
decision-making in the organization is to be 
first-class, the rule and the practice has to be 
“the truth, the whole truth, and nothing but 
the truth.” This is possible only where rela- 
tionships are characterized by mutual respect 
and mutual understanding, and where all 
parties feel genuinely identified with the or- 
ganization—a very important cue to training. 
We see, therefore, that administration is in 
large measure a process of communicating. 
We have to communicate what we are trying 
to do, why we are doing it, how we are getting 
it done, and how good or bad it is after we 
have done it. And it goes three ways—up- 
wards, downwards, and sidewards. We com- 
municate not just information. We communi- 
cate attitudes, feelings, motives. Motivation 
itself is a communicating process, and one of 
the most important of managerial responsi- 
bilities. Using the words of one of my Phila- 
delphia friends, Dale Purves, 
“Tt seems to me to make very little dif- 
ference indeed whether you are running 
a big show or a little show—you have to 
provide effective communication all the 
time and it has to be alive. And it has to 
make sense.” 


Motives and Prejudices 


I have included in our story of administra- 
tive competence the responsibility of the boss 
to help his subordinates attain their objec- 
tives. Among these are the goals of more 
money, increased status, and promotion to 
jobs of higher responsibilities. The fulfillment 
of this general area of obligation requires 
specialized knowledge and considerable wis- 
dom. The boss should act in accordance with 
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principles and criteria generally understood 
by all. This is not a place for haphazardness 
or personalizing. It provides no opportunity 
for “playing good-fellow.” Salary increases 
and promotions are earned. They should come 
as proper reward in due course. The boss is 
not doing something for his subordinates; he 
has continuously been helping them, guiding 
them, providing opportunities and setting the 
climate for them to effect their own improve- 
ment. His accompanying task is to observe 
and evaluate their performance and reward 
accordingly. His is the job of seeing that each 
person receives his due within the framework 
of the rules of the game. While objectivity is 
desirable, it probably is impossible of attain- 
ment. But in no other aspect of his job does 
he have so great an obligation to try to keep 
his biases under control. I guess that all this 
points to the necessity for training in sound 
salary administration and employe appraisal 
or “performance rating.” It points to more 
than this. We can see clearly that administra- 
tive competence in this field calls for the boss 
to have an honest understanding of his own 
motives, biases, and prejudices. I am not sure 
that this understanding is obtained in pro- 
grams of training. It may well be that the 
boss has to back himself into a corner and 
think through his actions, decisions, behavior, 
and especially his motives—in utter solitude. 
Meditation may well be one of our best mana- 
gerial techniques. 


Reading, Writing, and Speaking 


I should now like to steer off the main 
course for a few moments. As you may have 
surmised by now I am a great believer in and 
strong advocate for on-the-job training under 
skillful guidance. I now want to put in a big 
pitch for off-the-job training, particularly self- 
training. We often hear it said that “You 
can’t learn this or that by reading books.” 
We have to agree that reading books isn’t 
everything—but it sure is something. I don’t 
personally know a single first-class executive 
who doesn’t spend a great deal of his time 
reading. His includes both general and special- 


ized reading. Every field of human endeavor 
has a literature, some of it classic. Every field , 
also has its trash, so we should be discrimin- 
ating in our selection. It may be true that not | 
all the great ideas have been written up in ’ 
books and journals, but there are a lot more 
of them than any of us will ever be able to 
use. A training program for executives or 
supervisors is no substitute for a carefully 
chosen reading program, assuming that the — 
individual can and will think through what | 
he reads. I would never trust the formulation 
of any training program to a man who hin- 
self doesn’t do a substantial amount of good — 
reading. Why shouldn’t those “in training” 


do a lot of the reading for themselves—in- 


stead of having it all digested for them by | 
portrayals on flannel boards, strip films, and 
movies? I am not opposed to these. But my 
reply to “Book-learning isn’t everything” is, 
“Neither are visual aids.” Such aids are sup- 
posed to be, and often are, aids to learning. 
But isn’t it often true that they are also 
props for the lazy? 

There is a question that I have often 
asked bankers which I now ask you. People 
in the field of, say, credit administration 
seem to believe that it is important to read 
good books that comprise the literature in 
this field, and to keep up to date by reading 
the leading journals. So with trust adminis- | 
tration, and other technical banking fields. 
Yet, these banking bosses are also managers 
and every one is a personnel man too. Now 


the question, “Why isn’t it just as important — 
in the fulfillment of the whole job to be up ° 


on the literature of personnel administration 
and general management?” Is it that there 


isn’t time for everything? Remember that . 


boss-failure is usually not due to technical 
incompetence. Most failures are in the areas 
of personnel administration, human relation- 
ships, and general administration. Why read 
only in the field of our strengths? Shouldn’t 
we work on the weak spots? What is the 
answer to the question? 

Along with reading, I place writing and 
speaking. How many executives do you know 
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who can’t write well? How many are able to 
put their thoughts on paper, clearly and per- 
suasively? How many of you have ever been 
on a conference or convention program com- 
mittee and had the job of finding speakers for 
your program? Remember the comments, 
“He’s a good executive but a lousy speaker; 
let’s not have him.” I guess most people 
know some executives who simply murder 
the language. Of course, one doesn’t expect 
every executive or administrator to stand up 
on his feet and “‘wow” an audience, or to be 
a Demosthenes at the meeting of the county 
bankers association, or to write for the 
Atlantic Monthly. But isn’t it part of his job 
of communicating to write and to speak in 
clear, effective, and grammatical English? I 
think it is, and I think it points to something 
in the formulation of training programs, or 
just training without programs. 

Melvin Copeland, of the Harvard Business 
School, has written a book called The Execu- 
tive at Work. In his chapter entitled the 
“Rewards of Management” he makes an 
analysis of why the supply of competent top 
executives is so thin. He gives two primary 
reasons, one of which I think we would guess 
—not many people want to assume the risk 
of great responsibility. It doesn’t make for 
the most comfortable and secure kind of life. 
The second one, however, I would not have 
thought of; and yet it is a reasonable and 
fairly obvious answer. I cite it because it 
suggests another facet in achieving adminis- 
trative competence. Here is what he says: 

“The first of the reasons to be suggested 

is the dearth of men with multiple track 

minds, men who can switch with facility 

from one problem to another and still 
maintain a reasonably high batting aver- 
age on the variety of decisions to be 
made. Lower in the ranks it is difficult to 
find men with even two-track minds.’ 
Problems just do not come to the executive 
one at a time. His way of working cannot 
be that of coping with one problem until it 


*Melvin T. Copeland, The Executive at Work, 
p. 234. Cambridge: Harvard University Press, 1951. 
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is solved, then moving on to number two to 
its solution, then to number three, and so on. 
He has to juggle a number of balls in the air 
at one time. Typically, he has to stop in the 
middle of one problem, tackle a new and more 
urgent one that has just come in, solve it, and 
go back to the first one. His problems cover 
a wide variety of fields. One minute he is 
considering a loan application, the next min- 
ute he is faced with an urgent personnel 
problem involving a member of his staff. He 
then looks at his watch only to note that he is 
due at a group conference to consider the 
purchase of some new business machines. 
Meanwhile he has answered three telephone 
calls, including one from his wife asking the 
whereabouts of the car keys. This is no job 
for the man with the one-track mind. This is 
no job for the man who believes one can 
work on only one problem at a time. It is no 
job for the man who can’t cope with variety, 
who can’t change his pace, who can’t stand 
up under the pressure of quick changes of 
scene. It is my view that a man can learn to 
juggle balls in the air. But he has to be 
interested, he has to have a will to do it, and 
he has to practice. He must remain patient, 
believing in himself, “Even this I can learn.” 
Most people just don’t want to. A lot of 
people would become fairly good musicians 
if they would weather the first-year ordeal of 
practicing their scales. Too many are dis- 
couraged by the hurdles of the early stages. 
Of course it is true that some have greater 
innate talents than others, but it is also true 
that some of the less talented become pretty 
good players because they aren’t afraid to 
work. So it is in achieving administrative 
competence. 


Characteristics of Business Leaders 


In drawing to a close I should like to set 
forth what I believe to be some of the essen- 
tial and desirable characteristics of business 
leadership. These beliefs are drawn from per- 
sonal observation. My working hours are 
spent in a fairly large organization, and from 
where I sit I come to know a good number of 
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men who play important roles in our economic 
and business life. I have often asked myself, 
“What is it that these men really have?” 
Here are my conclusions. 

The first is technical competence, a term 
which covers more territory than appears at 
first blush. The executive is usually compe- 
tent in one or more specialized fields. In the 
plying of his own profession he is “good in 
his own right.” In the heading of an organiza- 
tion, however, he demonstrates his recognition 
of his own strengths and limitations. He 
realizes that the organization is too complex 
for him to be able to excel in all the fields 
which enter into the business. Therefore, he 
selects and trains capable subordinates, and 
really delegates. His big task is in the field of 
planning and coordinating and controlling 
the activities which comprise the business. 
This is all part of technical competence. 

Second, business leadership calls for a 
broad, intellectual outlook. We have passed 
through an extended period in which business- 
men have placed primary emphasis upon 
technical competence. They have looked for 
trained men rather than educated men. But 
today they are becoming increasingly con- 
vinced that tomorrow’s leaders must come 
from the ranks of educated men. We could 
spend a great deal of time describing what 
companies are doing to awaken and develop 
the intellectual and spiritual powers of young- 
comers so that they will become, in the words 
of John Stuart Mill, “capable and cultivated 
human beings.” 

Third—and here we move into the field of 
moral values—I have observed that the most 
admirable and the most effective business 
leaders are men who have a highly developed 
sense of honor. They do not lose sight of 
moral and spiritual values in their business 
life; in fact, they are motivated and guided 
by them. We may be cynical and point to 
some who are selfish, unscrupulous, even 
crooked. These are “lesser men” and are so 
regarded by all clear-thinking individuals. 


Fourth, and related to the previous point, 
is the business leader’s concern for the public j 
interest. The corporation executive whose 
philosophy is “the public be damned” is to. 
day a rare bird. In the first place, it simply / 
isn’t a workable philosophy in this day and 
age—if in any age. More important, however, | 
is that the business leader today thinks and 
works in the public interest because he feels 
it is right to do so. The days of the publicly | 
irresponsible executive are, if not over, at | 
least numbered. | 

Fifth, we come finally to the field in which 
all leaders have to excel, or sooner or later | 
fail to retain their positions of leadership— | 

| 


the field of human relationships. The great 
problems of the age—international, national, 
and corporate—have to do with the relation- 
ships of people. There can be no peace among 
nations, no political peace at home, no indus- 
trial peace, without the cooperation and col- 
laboration of men of good will. Securing the 
cooperation of men of diverse interests re- 
quires the exercise of the highest kind of 
social skill. It is the skill which, perhaps more 
than others, is the distinguishing character- 
istic of the business leader. This skill, how- 
ever, is almost certainly impossible of attain- 
ment unless it rests upon a foundation of the 
other qualities and accomplishments which } 
I have enumerated. What are they again? | 


. Technical competence. 

. Broad intellectual outlook. 

. High sense of honor. | 

. Attention to the public interest. t 

. Understanding and appreciation of hu- 
man relationships. 


There can be little progress in the achieve- , 
ment of administrative competence unless it — 
is made along all five of these lines. These are 
the stars to which we must hitch our wagon. * 
Difficult, of course. But we should be en- 
couraged by the poet Robert Browning, who 
says to us: “Ah, but a man’s reach should , 
exceed his grasp.” 
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e Key facts presented compactly ina 


Report Michigan 


ANY readers of this Review — both in 
Michigan and elsewhere — have heard 
reports about economic, business, and financial 
difficulties in Michigan. Some of these reports 
seem to have been so alarming as to suggest 
a figurative collapse of the state. 

The purpose of this article is to present, 
compactly, some key facts about the Michigan 
economy. 

Many news stories about Michigan have 
dealt with two different—but somewhat inter- 
related—subjects: (1) business conditions in 
Michigan, and (2) the financial problem of 
the state government. It sometimes seems that 
the latter condition has confirmed an image 
of a bankrupt state. 

The Cash Crisis 

In fact, the financial situation of the state 
government has not been an accurate indicator 
of the general economic health of the state. 

Several factors have combined to produce 
the present difficulties. (1) Political factors. 
We have a Democratic governor and a Repub- 
lican-majority Senate. The House is divided 
50-50. For ten years prior to January 1, 1959, 
both branches of the legislature had Republi- 
can majorities. (2) Business conditions. The 
automobile industry is Michigan’s largest in- 
dustry. It enjoyed its best year in 1955. After 
that, a decline began, which became very 
sharp in 1958—the drop being much worse 
than in most industries. This carried the 
state’s revenues down. Of more basic impor- 
tance, the decentralization of the industry 
made desirable by the growth of the auto- 
mobile market since prewar has resulted in a 
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growing proportion of this industry’s activity 
taking place outside Michigan. Finally, 
changes in weaponry technology have also 
affected employment in Michigan adversely. 
(3) The tax study. Doubtless the Legislature 
would have started dealing with this problem 
a long time ago if it had not been for the fact 
that in the spring of 1957, the House of Rep- 
resentatives had created a Citizens Tax Study 
Committee, composed of able men, and com- 
missioned it to make a general study of the 
state taxation system. The Committee ap- 
pointed a study director—a competent econ- 
omist of this University—and went to work 
on a report. Presumably there was a natural 
disinclination to enact new tax laws before 
getting the benefit of the Committee’s study 
and recommendations. Unfortunately, the 
months during which the Committee was work- 
ing was the period when the revenues were 
declining. The Committee rendered its report 
last December. This opened the subject for 
discussion, and by that time the fiscal position 
was going from bad to worse. 

The fiscal problem has been intensified by 
the large proportion of the state’s revenues 
that—by constitutional command or by statu- 
tory provision—are earmarked for specific 
uses and do not go into the general fund. The 
cash problem was further intensified by the 
state’s old constitutional limitation on general 
state borrowing, which is $250,000. (Yes— 
$250,000—which is virtually the same as none 
at all.) In the end, this limitation may turn 
out to be something of a blessing. Other states 
also are running big deficits, but they aren’t 
in a cash crisis because they can borrow 
money, and are doing it on a large scale. Reali- 
zation of their problem is being delayed; ours 
has arrived. 
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General Business Conditions 

Some of the impressions of Michigan’s un- 
satisfactory business conditions flow from 
statements claimed to be truths; but unsup- 
ported and unsupportable by facts. Many of 
these verbal harpoons were thrown by political 
partisans. They apparently were aimed at 
political targets. They may have hit the tar- 
gets. Whether they hit the political targets or 
not, some have hit Michigan’s reputation. 

Here are some key facts about the Michigan 
economy. 


Population and Income 


1. The population in 1950 was 6,371,766; 
in 1957 it was 7,803,000. The increase was one 
of the highest in the nation—in both absolute 
amount and in percentage. Percentagewise, 
Michigan has grown faster than the nation 
as a whole for more than a century—except 
between 1890 and 1910. 

2. Income. In 1957—the latest year for 
which the figures are available—the total of 
personal income of the people of Michigan 
was $16,706,000,000. Only five states had 
higher totals. The average per capita income 
was $2,141—which ranked twelfth among the 
States. 

Industry and Resources 


3. Industry. In 1957 manufacturing pro- 
vided $6,669,000,000 of the total of 
$16,706,000,000 of personal income, or 40 per 
cent. That was the highest percentage of all 
states. In the entire United States, manufac- 
turing provided 25 per cent of personal in- 
come. 

4. Water. Many industries use immense 
quantities of water. Water is becoming scarce 
in many places. Michigan is in the midst of 
the world’s greatest supply of fresh water. A 
University song calls it the “Goddess of the 
Inland Seas.” The lakes and rivers—great and 
small—also provide magnificent recreational 
and residential opportunities. 

5. Accessibility to markets. Michigan’s 
central location in the United States places it 
close to large markets. The lakes and the St. 
Lawrence River have been a waterway to the 
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world for four centuries. The new Seaway | 
enlarges its carrying capacity, and further 
improvements (as at the Welland Canal) will 
increase it still further. io 


Taxes and Expenditures 


6. Taxes. State and local taxes in 1957 
totaled $1,395,625,000. On a per capita basis 
the figure was $181.13, which placed the state 
twelfth highest. California had the highest 
figure — $237.87; Arkansas was lowest — 
$100.40. When, however, the tax load is 
related to the income of the people of Michi- 
gan, a different picture emerges. These taxes 
amounted to $83.54 per $1,000 of personal 
income, which ranked 31st among the states, 
North Dakota had the largest figure — 
$116.33; Delaware the lowest—$48.96. Ili- 
nois’ figure was $73.83; Indiana, $70.09; and 
Ohio, $67.88. 

7. Public expenditures. These figures do 
not entirely settle the matter of the burden of 
taxation. Much depends on the objects and f 
efficiency of public expenditures. Here is 
Michigan’s rank among the states, according 
to per capita amounts spent on the four major 
functions, which took nearly three-fourths of 
the total of state and local expenditures: 


Education 5th 
Health and hospitals 6th 
Highways 28th 
Public welfare 34th 
All general expenditures 15th 
Conclusion 


The state’s economy has confronted certain 
basic and fundamental problems of adjust- 
ment in recent years. Moreover, the 1957-58 
national recession was more severe in Michi- 
gan than in most states because of the slump 
in durable goods, which intensified the state 
government’s financial crisis. 

But the state’s resources—both human and 
natural—are rich. Michigan’s demise—like 
the rumored death of Mark Twain—has been 
greatly exaggerated. The Michigan economy 
is vigorous. The state will continue to display 
economic growth. 


Michigan Business Rei 


a. 


PUBLICATIONS ON ADVERTISING 


ADVERTISING AND THE SUBCONSCIOUS, Advertising Conference, 
Contributed Papers, April 17, 1958. Epmunp Woonine, Editor. Michi- 
gan Advertising Papers, No. 2, 84 pages, paper, $4.00. 

The purpose of this conference was to examine the question of how the 
subconscious may influence consumer motivation and behavior. What kinds of 
people make most use of advertising media? What messages do advertisements 
convey beyond the words and picture? What is the state of current research in 
subliminal perception? What is the outlook for the use of subliminal stimulation 
by advertisers? The program included advertising executives and research special- 
ists, psychologists who have made special studies of subliminal perception, and 
the writer, Vance Packard, author of THE HIDDEN PERSUADERS. This book 
presents a verbatim report of their speeches and panel discussions. 


THE CREATIVE PROCESS, Advertising Conference, Contributed Papers, 
May 16, 1957. James D. Scorr, Editor. Michigan Advertising Papers, 
No. 1, 98 pages, paper, $4.00. 

These papers show how creative ability may be enhanced through a fuller 
understanding of the way ideas are developed and expressed. Among the topics 
discussed are: how the brain creates ideas; what it takes to start an idea; creating 
under pressure; how writers write; brainstorming . . . how to get fifty ideas in 
fifteen minutes. Each speaker has demonstrated creative ability; collectively they 
present a broad variety of insights into the process of creative thought. 


ADVERTISING TO THE AMERICAN TASTE, Contributed Papers, 
1956 Advertising Conference. DonaLp B. Goocn, Editor. 121 pages, 


paper, $2.00. 


THE CHANGING CONSUMER, Contributed Papers, 1955 Advertising 
Conference. Epmunp Woonine, Editor. 108 pages, $2.00. 


ADVERTISING CONFERENCE, Contributed Papers, 1954. Jamzs D. 
_ Scorr, Editor. 127 pages, paper, $2.00. Michigan Business Papers, No. 30. 


Order from: Bureau of Business Research, School of Business Administration, 
The University of Michigan, Ann Arbor, Michigan 
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THE UNIVERSITY OF 
| SCHOOL OF BUSINESS ADMINISTRATION 


Bureau of Business Research 


DEPARTMENTAL MERCHANDISING RESULTS IN 
SMALL DEPARTMENT STORES, 1956, 1957, 1958 
By Encar H. GAuLt 


This is the latest in a series of reports based on the operations of a number 
of small midwestern department stores. Part I examines such matters as increases 
and decreases in departmental sales, markups and markdowns, gross see 

wing ce in relation to aspects of ee i 
supplement the text. Part II presents 110 tables illustrating the results achi 
cath: ‘dor tea. by bare ley and 
for each department are sales increase, markdowns, stock sales ratios, inventory 
indices, markups, margins and, for 1958, average sales transaction. Store execu- 
won will these ratios and conclusions useful in 

uati eir own tions and in ini icies whi on 
ting opera termining policies depend 

Michigan Business Reports, No. 30 

100 pages, paper, $4.00 


QUASI-REORGANIZATION 
By James S. SCHINDLER 


This study is a comprehensive discussion of the problems encountered when 
there is a determination that the accounts carried on the cost basis no longer are 
capable of performing their functions and that a fresh start is to be undertaken. 

¢ write-ups of the 1920’s and the write-downs of the 1930’s are reviewed in 
order to determine the deficiencies of these eras. The ial quasi-reorganization 
procedure developed in the latter 1930’s and the 1940's is subjected to a critical 
analysis. A general quasi-reorganization concept is developed. 

The author presents a thoroughgoing analysis of the problems of the valua- 
tion of individual assets and equities, the required consents, and the disclosures 
as of the effective date of the fresh start as well as subsequently. Concepts of 
valuation are developed which should be useful not only in the restatements in a 
quasi-reorganization but also in other areas such as merger or other business 
combinations, acquisition of a subsidiary, the break-up of an enterprise into two 
or more units, the lump-sum purchase of a group of assets. 

Michigan Business Studies, Vol. XIII, No. 5, 1958 
160 pages, 2 tables, cloth, $5.00 


ee oe of Business Research, School of Business Administration, 


University of Michigan, Ann Arbor, Michigan 
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